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1993 Amual Filing
Pl"ice Cap Tarilt Fl8iIiew Plan

Special Access BaBkat

BASE PEROD
BASE RATelAT DEMAND x BASEPEROD BASEPEROD

PEROD LAST PCI CURFENT PR:lPOSED RATES AT LAST DEMAND x DEMAND x INDEX
DEMAND UPDATE RATES RATES PCI UPDATE CURFENT RATES PR:lPOSED RATESI RESULTS

- ------------- -------------- ------------- ------------- ----------- ------- ---
(A) (81 f:) P) (E) f) (0) (Ii

High Cap & DDS ServiceCa~y

OS1, DENSITY 2DNE 1:
2000 ChanTenn 0 0.00 0.00 0.00 0 0 0 N/A

1m.-OMce MlIMge:
2010 081 - MBl 0 0.00 0.00 000 0 0 0 N/A
2020 081 - MB2 0 0.00 0.00 0.00 0 0 0 N/A
2030 081 - MB3 0 0.00 0.00 0.00 0 0 0 N/A
2040 081 - MB4 0 0.00 0.00 0.00 0 0 0 N/A
2050 081 - MB5 0 0.00 0.00 0.00 0 0 0 N/A
2080 DSl - MB8 0 0.00 0.00 0.00 0 0 0 N/A
2070 051 - MB7 0 0.00 0.00 0.00 0 0 0 N/A
2080 051 - MB8 0 0.00 0.00 0.00 0 0 0 N/A
2090 081 - MB9 0 0.00 0.00 0.00 0 0 0 N/A
2100 DSl - MB10 0 0.00 0.00 0.00 0 0 0 N/A
2110 Oltw N/A N/A N/A N/A 0 0 0 N/A

2120 Total Sub-CategJry N/A N/A N/A N/A 0 0 0 N/A

2130 SubindBx N/A N/A N/A N/A N/A N/A N/A 00000

21'"' UppIl' Umlt N/A N/A N/A N/A N/A N/A N/A 0.0000
2150 1.0_ LImIt N/A N/A N/A N/A N/A N/A N/A 0.0000

Filed - 4/2193
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1993 Amual Filing
Ptk:eCap Tarift AlMow Plan

Sp«:lal Acc888 Basket

BASEPEROO
BASE RATES AT DEMAND x BASEPEROO BASEPEROD

PEROD LAST PCI CURFBIT PFDPOSED RATES AT LAST DEMAND x DEMAND x INDEX
DEMAND UPDATE RATES RATES PCIUPDATE CURFBIT RATB3 PFDPOSED RATES: RESULTS

- -------- ------ ------------- ------ --------- -------- ----
(A) (Bt ~) J)) (E) f) (0) (...

High Cap & DDS ServiceCa~y
--------

OSl. DENSlTY2DNE 2:
2300 Chan Term 0 0.00 0.00 0.00 0 0 0 N/A

Inter -Office MileBge:
2310 OSl - M8t 0 0.00 0.00 0.00 0 0 0 N/A
2320 OSI - M82 0 0.00 0.00 0.00 0 0 0 N/A
2330 OSI - M83 0 0.00 0.00 000 0 0 0 N/A
2340 OSt - M84 0 0.00 0.00 000 0 0 0 N/A
2350 OSl - M86 0 0.00 0.00 0.00 0 0 0 N/A
2380 OSI - MB8 0 0.00 000 0.00 0 0 0 N/A
2370 OSI - MB7 0 0.00 000 000 0 0 0 N/A
2380 OSI - MB8 0 0.00 0.00 0.00 0 0 0 N/A
2390 OSI - MB9 0 0.00 0.00 0.00 0 0 0 N/A
2400 OSl - MBtO 0 0.00 0.00 0.00 0 0 0 N/A
2410 Other N/A N/A N/A N/A 0 0 0 N/A

2420 Total Sub-category N/A N/A N/A N/A 0 0 0 N/A

2430 Subindex N/A N/A N/A N/A N/A N/A N/A 0.0000
2440 UPI* Urnlt N/" N/" N/" N/A N/A N/" N/" 0.0000

2450 lD_UmIt N/" N/" N/" N/A N/A N/" N/" 0.0000

Filed - 4/2/93
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1!H} AnnUBI FlUng
Price Cap Tariff Review Plan

Spllcllll ACCllSS Efi5klll

BASEPEROD
BASE RATES AT OEMANDx BASE PEROO BASE PEROO

PER00 LAST PO CURRENT PROPOSED RATES AT LAST DEMAND x DEMAND x INDEX
DEMAND UPDATE RATES RATES PO UPDATE CURRENT RATES PROPOSED RATES RESULTS

-------------- ------------ ------------ ------------ ------------ ------------ ------------ --------
(A) (8) (q (D) (E) (F) (0) (H)

Hgh Cap & DOS Service Calegory

----------------------------
OSl, DEN9TY ZONE 3:

2tlOO Chan Term 0 000 0.00 0.00 0 0 0 N/A

Inter-OlIIce Mileege:
2810 OSl - Mal 0 0.00 0.00 0.00 0 0 0 N/A
28lO OSl -MB2 0 0.00 0.00 0.00 0 0 0 N/A
2e3O OSl - MB3 0 0.00 0.00 000 0 0 0 N/A
2840 OSl - MB4 0 0.00 0.00 000 0 0 0 N/A
2e5O OSl - MB5 0 0.00 0.00 0.00 0 0 0 N/A
2eeo OSl - MB8 0 0.00 0.00 0.00 0 0 0 N/A
2670 OSl - MB7 0 0.00 0.00 0.00 0 0 0 N/A
2e8O OSl - MB8 0 0.00 0.00 0.00 0 0 0 N/A
2fD) OSl - MB9 0 0.00 0.00 0.00 0 0 0 N/A
27tD OSl - MalO 0 0.00 0.00 0.00 0 0 0 N/A
2710 ott.- N/A N/A NlA N/A 0 0 0 N/A

2720 Total Sub-CatBgory N/A N/A N/A N/A 0 0 0 N/A

273) SubIndex N/A N/A N/A N/A N/A N/A N/A 0.0000
2740 UpperUmIt N/A N/A N/A N/A N/A N/A N/A 00000
27'50 L_Umlt N/A N/A NlA N/A N/A N/A N/A 0.0000

Flied - 4/2/93
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1B!D Annual FHlng
Price Cap Tarill Review Plan

Spllclal ACC1l88 Bl8ket

BASEPEROD
BASE AATESAT OEMANDx BASE PEAOD BASE PEFtOD

PER00 LAST PO CURRENT PROPOSED RATES AT LAST DEMAND x DEMAND x 'NDEX
DEMAND UPDATE RATES RATES PO UPDATE CURRENT RATES PROPOSED RATES RESULTS

-------------- ------------ ------------ ------------ ------------ ------------ ------------ --------
(A) (8) (q (D) (E) (F) (G) (H)

Hgh Clip & ODS SsvlCll Category (Cm.)

---------------------------_.
0S3 SUB-CAT:

2fIOO Channel T8fm 1...72.. 382.588837 382599837 382.599837 5.633.400 5.633.400 5.633.400 N/A

'nter-Olfice Mleege:
2910 DS3 - MEl1 40.850 117.355780 117.355780 117.355780 ".795.039 ".795.039 4.795.039 N/A
2a!O DS3 - MB2 0 0.00 0.00 0.00 0 0 0 N/A
2830 0S3 - M83 0 0.00 0.00 000 0 0 0 N/A
2940 DS3 - MB4 0 0.00 0.00 000 0 0 0 N/A
2950 DS3 - MB5 0 0.00 0.00 000 0 0 0 N/A
2960 DS3 - MB8 0 0.00 000 0.00 0 0 0 N/A
2970 DS3 - MID 0 0.00 0.00 0.00 0 0 0 N/A
2980 DS3 - MB8 0 0.00 0.00 0.00 0 0 0 N/A
2!RJ DS3 - MB9 0 0.00 0.00 0.00 0 0 0 N/A
:nxJ DS3 - Me10 0 0.00 0.00 0.00 0 0 0 NlA
3010 Other N/A N/A N/A N/A 22.n.....52 22.n.....52 22.n.....52 N/A

3020 Tola'Sub-CatBgory N/A N/A N/A N/A 33.202.891 33.202.891 33.202.891 N/A

3D) DS3 Subindex NlA N/A NlA N/A N1A N1A N/A 88."'85
3040 UpperUmlt N/A N/A N/A HIA N/A N/A N/A 9O.n72
:niO LowerUmlt N/A N/A N/A N1A NlA N1A N/A 82.1318

Filed - 4/2193
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1993 AnnUBI FIling
Price Cap Tarill Review Plan

Special ACC6SS Q1sklll

BASE PEROD
BASE AATESAT DEMAND x BASE PEROD BASE PEROD

PER00 LAST PO CURRENT PROPOSED RATES AT LAST DEMAND. DEMAND. INDEX
DEMAND UPDATE RATES RATES PO UPDATE CURRENT RATES PROPOSED RATES RESULTS

-------------- ------------ ------------ ------------ ------------ ------------ ------------ --------
(A) (B) (q (0) (E) (F) (G) (H)

Hgh Cap & DOS Ssvtce C8tegory

----------------------------
083. DEN9TY ZONE 1:

3200 Chan Term 0 0.00 0.00 0.00 0 0 0 NIA

InIef-OIIIce MikBge:
3210 DS3 - Mal 0 0.00 0.00 0.00 0 0 0 N/A
3'2'20 DS3 - MB2 0 0.00 0.00 0.00 0 0 0 N/A
3230 DS3 - MB3 0 0.00 0.00 0.00 0 0 0 N/A
3'240 DS3 - M64 0 0.00 0.00 0.00 0 0 0 NtA
3250 DS3 - MB5 0 0.00 0.00 0.00 0 0 0 N/A
3280 DS3 - MB8 0 0.00 0.00 0.00 0 0 0 N/A
3'270 DS3 - MBl 0 000 0.00 0.00 0 0 0 NIA
3280 0S3 - MB8 0 0.00 0.00 0.00 0 0 0 NIA
3:Hl DS3 - MB9 0 0.00 0.00 0.00 0 0 0 NIA
3:Dl DS3 - MB10 0 0.00 0.00 0.00 0 0 0 NtA
3310 Other N/A N/A N/A N/A 0 0 0 NIA

3320 Tolal Sub-CalBgory N/A N/A N/A N/A 0 0 0 N/A

:D3O Subindex N/A NtA NtA N/A N/A N/A NtA OOסס.0

3340 UpperUmil N/A N/A N/A N/A N/A N/A N/A OOסס.0

3:Bl LowerUmll NtA NtA NtA NtA N/A N/A NtA OOסס.0

Flied 41m3
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19m AnnUBI Filing
Price Cap Tariff Review Plan

SpecIal Access Etillket

BASEPEROD
BASE RATES AT OEMANOx BASE PEROO BASE PEROO

PEROD LAST PC CURRENT PROPOSED RATES AT LAST DEMAND x DEMAND x INDEX
DEMAND UPDATE RATES RATES PC UPDATE CURRENT RATES PROPOSED RATES RESULTS

--------------
(A) (B) (q (D) (E) (F) (G) (H)

Hgh Cap & DOS Service Cetegory

----------------------------
053, DEN9TY ZONE 2:

3500 Ch8nTerm 0 0.00 0.00 0.00 0 0 0 NIA

Inter-OIIIce Ml"ge:
3510 OS3 - MB1 0 0.00 000 0.00 0 0 0 NtA
:B!O OS3 - MB2 0 0.00 0.00 0.00 0 0 0 Nt"
3530 053 - MB3 0 0.00 0.00 0.00 0 0 0 NIA
3540 OS3 - MB4 0 0.00 0.00 0.00 0 0 0 Nt"
3550 053 - MB5 0 0.00 0.00 000 0 0 0 N/"
3580 DS3 - MB8 0 0.00 0.00 0.00 0 0 0 N/"
3570 OS3 - MB7 0 0.00 0.00 0.00 0 0 0 Nt"
3580 DS3 - MB8 0 0.00 0.00 0.00 0 0 0 N/"
3!KI OS3 - MB9 0 0.00 0.00 0.00 0 0 0 Nt"
3!Ul OS3 - MB10 0 0.00 0.00 0.00 0 0 0 Nt"
3610 Other N/" N/" NIA N/" 0 0 0 N/"

~ Total Sub-CaIBgory N/" N/" N/" N/" 0 0 0 N/"

3S3O Subindex N/" Nt" N/" Nt" Nt" N/" N/" OOסס.0

3lMO Upper limit N/" N/" N/" NIA N/" N/" N/" OOסס.0

3850 LowerUmit N/" N/" N/" N/" N/" N/" Nt" OOסס.0

Flied· 412N3
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1BED AnnUIII FIling
Price Cap Tatitl Review Plan

Special Access Efisklll

BASE PEROD
BASE RATES AT DEMAND x BASE PEFtOD· BASE PEFtOD

PEROD LAST PO CURRENT PROPOSED RATES AT lAST DEMAND x DEMAND x INDEX
DEMAND UPDATE RATES RATES PO UPDATE CURRENT RATES PROPOSED RATES RESULTS

-------------- ------------ ------------ ------------ ------------ ------------ ------------ --------
(A) (8) (q (D) (E) (F) (G) (H)

Hgh Cap & DDS SllrVlce Category

----------------------------
0$3. DEN9TY ZONE 3:

3800 Chan Term 0 0.00 0.00 0.00 0 0 0 N/A

In..-OIfice MlleBge:
3810 DS3 - Mal 0 0.00 0.00 0.00 0 0 0 N/A
3820 DS3 - MB2 0 0.00 0.00 0.00 0 0 0 NJA
3830 0$3 - MB3 0 0.00 0.00 000 0 0 0 N/A
aB40 DS3 - MB4 0 0.00 0.00 0.00 0 0 0 NJA
3850 0$3 - M85 0 0.00 0.00 0.00 0 0 0 N/A
3880 DS3 - Mae 0 0.00 0.00 0.00 0 0 0 N/A
3870 DS3 - MB7 0 000 0.00 0.00 0 0 0 NJA
3880 DS3 - MB8 0 0.00 0.00 0.00 0 0 0 N/A
3fH) DS3 - MB9 0 0.00 0.00 0.00 0 0 0 NJA
:un DS3 - MalO 0 0.00 0.00 0.00 0 0 0 NJA
3910 Other N/A N/A N/A N/A 0 0 0 N/A

3920 Tolal Sub-CatBgory N/A N/A N/A N/A 0 0 0 N/A

:RIl Sublndex N/A N/A N/A N/A NJA N/A N/A OOסס.0

3SMO UpperUmlt N/A N/A NlA N/A N/A N/A N/A ooסס0

:HD LowerUmit N/A N/A N/A N/A N/A N/A NJA OOסס.0

Filed - 4/2/93
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1993 AnnU!lI Filing
Price Cap Tari1l Review Plan

Special Access Etisklll

BASE PEROD
BASE ~TESAT DEMAND x BASE PEAOD BASE PEAOD

PER00 LAST PO CURRENT PROPOSED RATES AT LAST DEMAND x DEMAND x INDEX
DEMAND UPDATE RATES RATES PO UPDATE CURRENT RATES PROPOSED RATES RESULTS

-------------- ------------ ------------ ------------ ------------ ------------
(A) (B) (q (D) (E) (F) (G) (H)

Hgh Cap & DDS SelVlce Category

----------------------------
DOS:

4100 Channel Term 208.485 N/A N/A N/A 32.155.348 32.155.348 32.155.348 N/A
4110 Irter-Offtce Mileage 2.585.513 N/A N/A N/A 6.804.249 6.804.249 6.804.249 N/A
4120 Other N/A N/A N/A N/A 7.187.978 7. 183.5e8 7.183.586 N/A

41:Yl OTI-ER HGH-CAP & DDS N/A N/A N/A N/A 108.384 108.384 106.364 N/A

4140 TOlBI SlINIce Category N/A N/A N/A N/A 238.309.197 238.304.785 238.304.785 NlA

4150 SII N/A N/A N/A N/A N/A N/A N/A 86.7651
4100 Upper SEJ Umlt N/A N/A N/A N/A N/A N/A N/A 91 1434
4170 u-SII limit N/A N/A N/A N/A N/A N/A N/A 82.4631

Fllod - 4/2/93
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19!D AnnUBI Filing
Price Cap Tariff Review P1an

Special ACC8S8 Efi5ket

BASE PEROD
BASE RATES AT DEMANOx BASE PEAOD BASE PEAOD

PEROD lAST PO CURRENT PROPOSED RATES AT LAST DEMAND x DEMAND x INDEX
DEMAND UPDATE RATES RATES PO UPDATE CURRENT RATES PROPOSED RATES RESULTS

-------------- ------------ ------------ ------------ ------------
(A) (8) (q (D) (E) (F) (G) (H)

W1debBnd Service C8Iegory
---------------------------_.
DATA:

4300 Channel T81m 0 N/A N/A N/A 0 0 0 N/A
4310 Inter-ornce Mileage 0 NlA NlA N/A 0 0 0 NlA
4320 Other N/A N/A N/A N/A 0 0 0 N/A

ANALOG:
4:DJ Chamel Term 0 N/A NlA N/A 0 0 0 NlA
4340 Inler - OlfIce Mile8ge 0 N/A N/A N/A 0 0 0 N/A
4350 em- N/A N/A N/A N/A 0 0 0 N/A

4360 em- Wideband N/A N/A N/A N/A 0 0 0 N/A

43"'( TaIBI SeNlce Category N/A N/A N/A N/A 0 0 0 N/A

4:DJ sa N/A N/A NlA N/A N/A N/A N/A OOסס.0

4390 Upper SB Umit N/A N/A N/A N/A N/A N/A N/A OOסס.0

4400 u-SB limit N/A N/A N/A N/A N/A N/A N/A OOסס.0

4410 Total Balke! N/A N/A N/A N/A 333.184.219 332.801 .985 332.801.985 N/A

4420 TaIBI APt NlA N/A NlA N/A N/A N/A N/A 93.5848
4430 Total PO N/A N/A N/A N/A N/A N/A N/A 98.7865

F.Ied - 4/2193
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1003 AnnLftI FIling
Price Cap Tarlll Review Plan

InterexchBnge Ellskel

BASE PEROD
BASE RATES AT DEMANOx BASE PEAOD BASE PEAOD

PER00 LAST PO CURRENT PROPOSED RATES AT LAST DEMAND x DEMAND x INDEX
DEMAND UPDATE RATES RATES PO UPDATE CURRENT RATES PROPOSED RATES RESULTS

-------------- ------------ ------------ ------------ ------------ ------------ ------------
(A) (B) (q (D) (E) (F) (G) (H)

InteJexchangEI

----------------------------
4800 TotaIBa*.. N/A N/A N/A N/A 88,045,679 69.045.679 69.045,679 N/A

4810 TOlIlI API NlA NJA N/A N1A N1A N1A N1A 82.5140
4620 Total PO N/A N/A N/A N/A N/A N/A N/A 96.2930

Flied .. 4/2;93
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Attachment 1

BAC~GllOUND

Over the lase eigheeen monehs Godwins has been working wieh the United States
Telephone Association to analyze the impact of SFAS 106 costs on the GNp·PI and,
in particular, to determine what portion of the increase in costs experienced by
the Price Cap LECs due to SFAS 106 will, in fact, not be reflected in the GNP·PI
or any other macroeconomic effect.

In February, 1992 we issued the results of our analysis, indicating that
apprOXimately 85' of the LECs' additional costs would ~ be reflected in the
GNP·PI or recovered through other macroeconomic effects. In July 1992 we issued
a supplemental report responding to objections and questions regarding our
initial report. Since that time, the FCC issued an order denying exogenous
treatment for any SFAS 106 costs for the Price Cap LECs. After reviewing the
order and discussing it with the Commission's staff, the USTA has concluded that
the FCC may not have fully appreciated the conservative nature of our study, nor
the relevance and importance of the sensitivity analysis includecl in the original
report. As a result, the USTA has asked Goclwins to procluce this supplemental
report. which more fully describes the fundamental conservatism of our approach
and presents the results of a newly expanded sensitivity analysis.

Peter J. Neuwirth, F.S.A., K.A.A.A.

Anclrev B. Abel, Ph.D.

·1·

_____________________ ~wl"s _



Attachment 1

INTllODOCTION

The fundamental results of the initial Godwins study were derived by the use of
a macroeconomic model, as described beginning on page 26 of Godwins' February,
1992 report. This model takes as input six basic parameters. In choosing the
values for those six parameters we utilized the best available information. \Jhen
there was a great deal of information available we chose as accurate a value as
possible for the given parameter. When such information was lacking we were
conservative and chose a value which would, if anything, overstate the impact of
SFAS 106 on GNP-PI.

In its recent order, the FCC challenged two aspects of the Godwins study. First,
in comparing the analysis performed by our firm with one performed by NERA, the
FCC expressed concern that the studies relied upon different assumptions
regarding the impact of SFAS 106 on companie.' pricing decisions. Secondly, the
FCC expressed concern that our results might be unreliable due to the wide
variety of possible parameter input value combinations which might be applicable.

Sec t ion I of this report addresses the first issue raised by the FCC, while
Sections II and III address the FCC's second concern. Specifically, Section I
demonstrate. that while the basic underlying a.sumptiou. a. to pricing behavior
may differ between the Godwins and NERA studies, the approach chosen by Godwins
is, in fact, more conservative than that used by HERA.

With respect to the FCC's .econd concern, we point out that Section IV of
Godwins' original report de.cribed a .ensitivity analy.i. that was performed in
order to determine how much our results would change if we had cho.en different
value. for the parameter.. While we believe thi••hould have been .ufficient to
address any conceru. a. to the reliability of our re.ult., we have now expanded
that sensitivity analy.is cou.iderably. Section II of thi. report examine. the
six parameters separately, and detemine. the range of realhtic values for each.
In Section lIt we calculate and report what the re.ults of our sCUdy would have
been, had we used &DX po••ible combination of value. for the six parameters.

-2-

____________________ &tJawins __-



Attachment 1

SECTION I

DEMONSTRATION OF CONSElVATIVE NATUR! OF GODVINS APPROACH RELATIVE TO NERA

In addition to the Godwin. Study submitted by the USTA, a study performed by NERA
was submitted to the FCC. In paragraph 62 of its order the FCC states that:

"'Jhile Godwins assumes that companies respond to their booked costs,
NERA reasons that non- regulated companies set prices based on economic
costs, which are better reflected in accrual accounting than pay-as-
you- go. According to NERA, non- regulated firms thus have already
reflected accrued OPEB costs in their prices, but regulated firms did
not, because their prices have been based upon accounted-for costs
plus profits."

It seems, therefore, that NERA argues that the introduction of SFAS 106 is merely
an accounting change rather than a real change in firma' costs. For unregulated
firms, any effect on costs due to OPEBs had already been f.ctored into prices
prior to the introduction of SFAS 106. Howev.r, firma with r.gul.ted price. who
sponsor OPEBs h.d not be.n given the opportunity to s••k r.cov.ry for these OPEB
costs prior to the introduction of SFAS 106. Thes. regul.t.d firms .re the only
firms in the economy whose costs and prices may incr••••••• direct effect of
SFAS 106 as these firms seek recovery for OPESs from regul.tors.

In principle, the Godwi~ model could b••pplied to c.lcul.t. the effect on GNP-
-11'PI under the NERA ••sumption th.t SFAS 106 would h.v•• dir.ct .ffect only on the

prices of regul.ted firms off.ring OPUs cov.r.d by SFAS 106. To .pply the
Godwin. mod.1 , w. would l.t ••ctor 1 b. the unr.gul.t.d ••ctor, plus those
regulated firms th.t do not offer OPD. cov.red by SFAS 106. S.ctor 2 would
consist of th.t portion of the r.gul.t.d s.ctor of the .conomy which sponsors
OPEBs covered by SFAS 106. Y. would n.ed to know the valu•• of the follOWing
parameters: (1) the sh.r. of labor co.t in total co.t in ••ctor 1; (2) the
share of labor co.t in tot.l co.t in ••ctor 2: (3) the .har. of .mployment in
sector 2; and (4) the dir.ct imp.ct of SFAS 106 on l.bor co.t. in s.ctor 2. To
obt.in the v.lues of th••• p.raaeter. would r.quir••n .conomic .nalysis for the
first three p.ram.t.r••nd an .ctuari.l analy.i. for the fourth p.ram.t.r. It
is far b.yond the scop. of our ••signm.nt to c.rry out the r.quisit••nalyses to
obtain reli.bl. v.lue. for th••• p.raaet.rs. Hov.v.r, w. have p.rformed two sets
of illustrative c.lculationa th.t cle.rly deao~trate that the Godwins approach
is, in f.ct, IIOre conservative than NERA's, and had NUA's .ppro.ch b.en used by
us, a significantly high.r perc.ntage of the LEe.' SFAS 106 costs would have been
found to be unrecovered by GNP-PI incr••••• or other macroeconomic effects.

While only rough .pproxiaations to the comprehensive analy.is just described,
these calcul.tioM al&in .erve to under.cor. the co~.rv.tive nature of our
original study. To r.iter.t., any ch.ng. in the underlying ••sumptions in the
Godwins study to b. more co~ist.nt with NERA's .ppro.ch would result 1n a much
larler percentage of TELCO's SFAS 106 co.ts remaining unrecovered.

-3-

______________________ ~w,.ns _



Attachment 1

Illustrative Calculations Part I: One way to describe the difference between the
Godwins and NERA studies is that NERA assumes OPE!s were already completely
factored into the prices of (unregulated) firms before the introduction of SFAS
106. whereas Godwins assumes that no additional OPEB costs were factored into the
prices of firms prior to the introduction of SFAS 106. ~e can look for middle
ground between these two polar cases by assuming that firms had already factored
in a fraction x of the increase in accounting costs due to the introduction of
SFAS 106. We will let x take on the values 0, 0.25, 0.50, 0.75, and 1.0. Using
the conservative baseline value of 3.0\ for the direct impact of SFAS 106 on
labor costs for firms offering OPE!s, these values of x correspond to values of
3.0%. 2.25\. 1.50\.0.75\ and 0\ for the direct impact of SFAS 106 on labor costs
for firms in sector 2. Note that with x - 1, th.r. will b. no impact on GNP-PI
and no other macroeconomic effects. On the other hand. with x - 0, we will
obtain the baseline results of the Godwins study.

Illustrative Calculations Part II: A. stated abov•• under the NERA a.sumptions,
sector 2 in the Godwin. macro.conomic mod.l should corr••pond to the set of
regulated firms in the United States that offer OPEl. covered by SFAS 106.
Clearly, the employment in these firms account. for 1••• than 32\ of private
sector employment. which is the share of private ••ctor .mploy••s who work for
firms that off.r OPEl. cov.red by SFAS 106. Y. do not know exactly how much
smaller than 32\. so we try various valu... Sp.cifically. w. run the ba••line
calculations of the Godwins model exc.pt that w. allow the share of private
sector employment in sector 2 to be a fraction y of 32\. where y - 0.25. 0.50,
0.75. and 1.0. Thus. we let the share of private sector employment in sector 2
b. 8\. 16\. 24\. and 32\. Of cours•• using a value of 32' i. identical to the
baseline calculations in the Godwins report.

The results of both of the above ••t. of illustrativ. calculations ar. shown in
Exhibit 1 on the next page.

-4-
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EXHIBIT 1

Results of Illustrative Calculations

direct impact share of
of· SFAS 106 on private
labor costs employment
in sector 2 in sector 2 (a) (b) (c)

Godwins
base line: 3.00' 0.32 0.7 , 14.5 , 84.8 ,

Part I:

0.75' 0.32 0.04' 3.77' 96.19'

1.50' 0.32 0.17' 7.44' 92.38'

2.25' 0.32 0.39' 11.03' 88.58'

Part II:

3.0' 0.24 0.57' 10.88' 88.55'

3.0' 0.16 0.42' 7.24' 92.34'

3.0' 0.08 0.23' 3.61' 96.16'

percentage of additional SFAS 106 costs:

(a) reflected in GNP-PI

(b) financed by potential vale reduction and oeher macroeconoaic adjustments

(c) to be met froa other .ource.

Values of other par...ter. (.... a. be.e1ine values used in the original Godwins study):
price elasticity of daaan4 - 1.5
share of labor co.t in total cost••ector 1 - 0.64
share of labor cost 1n total cost, sector 2 - 0.64
labor supply elasticity - 0.0

-5-
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SECTION II

DET!RMINATION OF RANGE OF VALUES FOI INPUT PAlAKET!lS

In this Section we examine the development of each of the six parameters that
serve as input to our macroeconomic model, and determine a basis for the expanded
sensitivity analysis. The results of this analysis are described in Section III.

1. Increase in Labor Costs Due to SFAS 106

The most important input to the macroeconomic model is the impact of SFAS 106 on
labor costs in the sector of the economy that provides pOlt-retirement benefits
(sector 2). In our original report we determined this value to be 3.18\. As
discussed in the report, the derivation of this value required U8 to make certain
estimates and assumptions of both a demographic and economic nature. Our
approach in making those estimates was to try to be as accurate as possible when
there was sufficient data to make an informed estimate, but to be conservative
(i.e. overstate the impact of SFAS 106) when only 11111t.ed information was
available. We believe that this approach has resulted in a value which 1s, if
anything, higher than the actual impact that SFAS 106 will have on sector 2 and
hence on GNP-PI.

In spite of the above, there is no doubt that a ranle of po•• ible value. exists
within which the true impact of SFAS 106 will lie. In our original report we
prepared a sensitivity analysis that .ncompassed a range from 2' to 5\. That
range was based on only limited quantitative analy.i., but it wa. our opinion
that the range wa. lIor. than suffic1.nt to account for any uncertainty in our
baseline determination. We have now taken a closer look at that analysis and
concluded that a more precisely determined range of po••ible value. ~ from
2.13\ to 4.47\. Furthermore, we have looked again at the development of our
baseline value, and concluded that if we had taken a -be.t e.timate- approach on
all assumptions and estimates, we would have e.t1&ated that the impact of SFAS
106 on the labor costs in .ector 2 would have been 2.54', rather than 3.18t. The
remainder of this .ection describes how each of the end point. of the range, as
well as the -best .st1aate- value, were deterained.

As noted on page 38 of our original report, the baseline value of the direct
impact of SFAS 106 on sector 2 wa. deterained by taking the impact on TELCO's
labor costs (6.3'> and .ult1plying this value by adjuatment factors (3), (4),
(5), (6) and (8), described on pag.s 8 and 9 of the original report. These
factors are as follows:

(3) ILI Ratio - .5850
(4) Oemolraphic AdjustJIent - .5438
(5) Current Retiree AdjustJIent - .9287
(6) Pre-Funding AdjustJIent -1.313
(8) Per Unit Labor COlt AdjustJIent - 1.3062

6.3\ x .5850 x .5438 x .9287 x 1.313 x 1.3062 - 3.18'

-6-
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It is clear from what is shown above that the range of possible variation around
the 3.18' baseline value can be determined by looking at what value results. when
each of the adjustments is determined by using either the most conservative or
the least conservative possible assumptions. ~e have determined these extreme
values for each of the five relevant adjustments, as well as noting where a "best
estimate" value would differ from the baseline values shown in our report.

BLI Ratio· In calculating GNP BLI and TELCO BLI. and therefore the BLI ratio,
chere were ewo areas of uncertainty. ~ith respect to the calculation of GNP BLI
we utilized average BLIs by industry. and then utilized industry weightings
derived from the GAO survey, to derive a final GNP BLI. We believe that this is
the most accurate approach. The only other reasonable alternative approach would
have been to utilize an aggregate employee weighted av.rage based on our data
base. As it happens this approach is slightly more conservative, and results in
a BLI ratio of .5952. This can be viewed as the 1I0at conservative possible value
for this factor, because the other area of uncertainty was with respect to the
calculation of TELCO BLI, and there we took the 1I0St conservative approach rather
than try to lIake a "best estimate". Specifically, in deciding how to weight the
various plans sponsored by each Price Cap LEC, w. decided to weight thell based
on employee counts. W. believe this was a conservative approach because our GNP
data base maintained only one set of plan provisions for each employer. If we
had taken a best estimate approach and assUlled that, where an employer had more
than one plan, it was the 1I0re generous plan which was reported in the data base,
then it would have b••n appropriate to utilize 2D1x the more generous plans in
calculating the TELCO BLI. If we had taken this approach, the BLI ratio would
have become .5478. Thus, with respect to the BLI ratio we find the following:

BLI Ratio (us.d in study)
BLI Ratio (llost cons.rvativ.)
BLI Ratio (be.t e.timat.)
BLI Ratio (least conservative)

.5850

.5952

.5478

.5478

De.olraphlc AcSjuata.IlC - W. adjust.d for the fact that TEt.CO will utiliz. lower
rates of turnov.r anel hi&h.r retir...nt rat•• at earlier al•• than tho•• used by
other employ.r. in det.minina SFAS 106 COSU. W. al.o included in this
acljustm.nt the basic dellOlraphic diff.r.nc•• in curr.nt al. and s.rvice between
the TELCO population and the .cono~ a. a whole. As not.el in the report, our
approach to th. turnoVer rat•• was a b.st .st1ll&t. approach. for which there was
solid evidenc.. (TELCO'. d.aographic. ar. th....lv.. the r ••ult of lower
turnov.r rat•• actually .xp.ri.nc.el by TELCO). A .cr. cons.rvativ., but only
marginally r.asonabl., approach woulcl b. to as.ume the ..... withdr.wal patterns
for both TELCO and GNP. Th.re 1s no co.,arabl. b.nchmark to utilize as a least
conservative approach.

·7·
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The adjustment due to age and past service differences is also a best estimate
approach. in that it relies on demographic data provided by the separate Price
Cap LECs. averaged into a single composite TELCO census, having an average age
of 41.6 with average past service of 16.6 years. RecogniZing that arithmetic
averages are not the same as plan weighted averages, we could have taken a more
conservative approach and assumed that the TELCO population was actually one year
younger and had one year less past service. This one year change is more than
sufficient to take account of any differences beeween arithmetic and plan
weighted averages. Obviously, the plan weighted average age and service for
TELCO might be higher than 41.6 and 16.6, so a least conservative estimate would
be to utilize 42.6 and 17.6 for TELCO's average age and service.

A degree of uncertainty is also present in our adjustment due to earlier
retirement among TELCO employees. This uncertainty arises in the determination
of a national average retirement age assumption. We believe our use of age 63
was a conservative assumption in that the limited data on the subject
(Gerontololist Vol. 28, No.4) seems to indicate a national average retirement
age beeween 63.5 and 64. Furthermore, if, as expected, employers in the GNP tend
to be aggressive (i.e .. optimistic) in setting assumptions for accruing post­
retirement liability, a less conservative and, in fact, best estimate approach
would be to utilize" an age 64 assumption.

Based on the above considerations we would then derive the following possible
values for the Oemographic Adjustment:

~ographic Adjustment (used in study) - .5438
(GNP retirement - 63)
(TELCO turnover < GNP turnover)
(Age - 41.6 Service - 16.6)

Demographic Adjustaent (lIOst conservative) - .7522
(GNP retirement - 63)
(TELCO turnover - GNP turnover)
(Age - 40.6 Service - 15.6)

Demographic Adjustaent (be.t estillAte) - .4936
(GNP retire..nt - 64)
(TELCO turnover < GNP turnover)
(Age - 41.6 Service - 16.6)

OellOgraphlc AdjustMnt (leut conaervative) - .4706
(GNP retire..nt - 64)
(TELCO turnover < GNP turnover)
(Age - 42.6 Service - 17.6)

Current aetiree Adjuaeaent - The calculation of this adjustment wa. predicated
on an average claim rate per retiree for the GNP of $1.802 and a ratio of
retirees to covered active. of .1726. The claim rate wa. derived by taking the
1990 rate of $1,514. as reported in the Hewitt As.ociate. Survey of Retiree
Medical Benefits, and increa.ing it by 19' for medical trend inflation. This 19\
is consistent with the results of Godwins Inc.' s annual survey of insurance
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carrier trend rates. The ratio of retirees to covered actives was derived from
the GAO study. While these represent "best estimates", both parameters could
vary in either direction. We have therefore calculated a more conservative
value, assuming national per retiree costs increased 25' to $1,892, and that the
actual ratio of retirees to actives has increased to .2 (from .1726); and a less
conservative value, assuming national per retiree costs increased 13' between
1990 and 1991. and that the ratio of covered retirees to actives decreased to
.15 .

Also inherent in this Adjustment is the assumption that the demography of the
current TELCO retiree. is identical to that of the GNP r.tir.... In fact, this
is likely to be a somewhat conservative assumption because TELCO employees
generally retire at younger ages than the national average, and thus the
liabilities for TELCO will tend to be higher on this account than for the
retirees in the national economy. A b.tt.r assumption would th.refore be to
assume that retirees at TELCO were somewhat yOunler chan those in the GNP, and
hence generated a SFAS 106 cost per $1 of retire. claim cost that was 5' more
than that for the GNP. A most conservative approach would b. to assume that
TELCO retirees are somewhat older and gen.rat.d lOt 1••• SFAS 106 co.t p.r $1 of
retiree claims, and a least conservative approach would a••um. 20t greater SFAS
106 cost per $1 of retiree claims than the GNP. Wh.n coabin.d with the range of
BLI ratios and Demographic Adjustm.nts pr.viously det.rain.d. this th.n results
in the follOWing values for the Current Retire. Adjustm.nt:'

Current Retiree Adjustment (us.d in study) - .9287
(Trend - 19t)
(Retir.e/activ. - .1726)
(TELCO retirees - GNP retire.s)

Current R.tire. Adjustllent (most cons.rvativ.) - .9232
(Trend - 25t)
(R.tir••/activ. - .2)
(TELCO retir... older th.n GNP)

Current R.tir•• Adjustment (b••t ••tiaat.) - .9455
(Tr.nd - 19t)
(R.tir••/active - .1726)
(TELCO retir.e. yoUftser chan GNP)

Curr.nt Iletiree AcSjuac:.ent (lea.t conservative) - .9076
(Trend - 13t)
(Iletiree/act1ve - .15)
(TELCO retiree. much young.r than GNP)

Note that the developmeal of the rID" of _ .... for tbilldjum.at is DOt iDdIpead-t of previously
developed rill". Thus some of the val.. for tbia IdjUl'J!W't may appeu' -out of order- .

-9-

-- c:?Jwt'ns ----



Attachment 1

Pre-Funding Adjustment· This adjustment looked at the effect of TELCO's existing
pre-funding of post-retirement medical benefits as compared with no pre-funding.
By doing this we made the most conservative assumption possible, 1. e., that there
is no pre-funding in the GNP. We have now recalculated this adjustment, making
the more reasonable assumption that there is pre-funding in the GNP to the extent
that assets equal to one year's claims have accumulated, and that annual
contributions to such funds amount to claims plus lat. We have also made the
same ca~culation under the less conservative assumption of two years' claims
accumulated and additional contributions of 20' of claima.

As a result we now have the following values:

Pre-funding Adjustment (used in study) - 1.313
Pre-funding Adjustment (most conservative) - 1.313
Pre-funding Adjustment (best estimate) - 1.205
Pre-funding Adjustment (least conservative) - 1.106

Per Unit Labor COlt Adjustment· In calculating Per Unit Labor Cost Adjustment,
allocated compensation and headcount were used. No sen.itivity analysis was
performed on this Adjustment because of the validity of the data used and the
seraightforward nature of the calculation. Therefore for purposes of this
analysis:

Per Unit Labor COlt Adjustment (used in study) - 1.3062
Per Unit Labor COlt Adjustment (molt con.ervative) - 1.3062
Per Unit Labor COlt Adjustment (belt eltimate) - 1.3062
Per Unit Labor Cost Adjustment (least con-ervative) - 1.3062

Input to the KacroecOlloalc Model - Collbinlnl the results of the analysis
described above, we find that the range of possible values for the increase in
labor costs for the sector of the economy that provides poat-retirement benefits
encompasses the follOWing values:

Baseline (used in study) ­
Most Conservative -
Best Estimate -
Least Conservative -

2. Other ',rlllter.

6.3' x .5850 x .5438 x .9287 x 1.313 x 1. 3062 - 3.18'
6.3' x .5952 x .7522 x .9232 x 1.313 x 1.3062 - 4.47t
6.3' x .5478 x .4936 x .9455 x 1.205 x 1. 3062 - 2. 54t
6.3' x .5478 x .4706 x .9076 x 1.106 x 1.3062 - 2.13.

In addition to the direct impact of SFAS 106 on labor costs in lector 2, the
macroeconomic model use. input valuea for five other par..eters. For the
sensitivity analysis ot each of these five par...terl. we use the sue values as
in the original Godvina aeport, al discusaed below. However, the current
sensitivity analyail is IlUCh lIore exten.ive than in the original report.
Specifically, the current senlitivity analyl1l examines ill poalible combinations
of the parameter input values.
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Two of the parameters are production function parameters: the share of labor
cost in total cOlt for sector 1, and the share of labor cost in total cost for
sector 2. The baseline value of each of these parameters was chosen to be 0.64,
which matches the share of labor cost in total cost for the economy as a whole.:
For the economy as a whole, the share of labor cost in total cost is remarkably
constant over time. Nevertheless, the sensitivity analysis explored the effect~
of rather large variations in the share of labor cost in total cost for
individual sectors. The range of variation was chosen to be symmetric around
0.64 and to allow the share of labor cost in total cost to be as low as 0.50 for
each sector. Thus, including the baseline value, the three values used for this
parameter in each sector are 0.50, 0.64, and 0.78.'

One of the input parameters is the share of labor employed in sector 2 (the
sector which provides OPESs subject to SFAS 106). The GAO survey cited in the
original Godwins Report indicated that 30.7 million out of 95.8 million (32.0%
of 95.8 million) private sector employee. are eligible to receive pOlt-retirement
health benefits subject to SFAS 106. Thus, the baseline value for this parameter
was chosen to be 0.32. The GAO calculated that due to possible sampling error
there was a 5' probability that the figure of 30.7 million could be either higher
than 37.5 million (39.1\ of 95.8 million) or lower than 23.9. million (24.9\ of
95.8 million). Thus, including the baseline value, the three values used for
this parameter are: 0.24, 0.32, and 0.40.

2 Labor i.DcolDl ia computed u total COqeoMDoa of employ_ plUi two-CbirdI of total proprieton' income
with iDv_tory valuatioa lad capital COIIIIunpriOll Idj.....t. UIiDI data OIl tbeIe COIDpOIlenti of labor
iDcolDl from Table 8·22 of the 1993 ECIlIICI!!i£ Bcpprr «tbe PrpiMrrt. lad data OIl GDP aDd GNP from
Table &.20 of die 1993 EmlltJfJli£ Rptgrt oft", PrpitlltfE• .... obtaia the foIlowiq .-alta for labor cost 15

a sbare of output:

u • share of GDP:

u • sbIn of GNP:

1917 19.. 1919 1990 1991

3 No explliDld ill 101M dIIIil OIl 17. tbe Ibate of labor COlt ill tacal COlt ill die ovenllecoaomy will not
equal 0.606 <.,. far caiJIcicIIDoe) the ......of labor COlt ill tacal COlt .... OIlS value other thaD 0.64
in ODe or bod» -=ton. EWbiI 3 reports the ~tIof lllllitivity II1II,.- that vary tbe share of labor cost
in total COlt ill -=h .-:tor while maintaininl III ov..u shaN of labor COIl ill total COIl equal to 0.64.
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Another input parameter is the price elasticity of demand for goods in each
sector. Es~imates of price elasticities of demand for various goods typically
find elasticities to be about 1.0 or smaller, 4 and had we adopted a best estimate
approach this is the value we would have used. Furthermore, broader categories
of goods tend to have smaller price elasticities than do narrower categories of
goods. The two categories of goods used in the macroeconollic model are extremely
broad: one category accounts for about 2/3 of private sector output and the
other category accounts for about 1/3 of private sector output. The price
elasticities of demand for these two categories of goo~ are almost surely less
than 1.0. Nevertheless, to guard against the possibility of understating the
effect on GNP-PI of the introduction of SFAS 106, we purposely used values of the
price elasticity of demand that are alliost surely too high. Specifically. the
baseline calculation uses a value of 1.5 for the price elasticity of demand. In
addi tion to this baseline value, the sensitivity analy.1a considers a price
elasticity of demand of 3.0. This value is too high to be plausible and its
inclusion in the sensitivity analysis should be regarded .imply as an exercise
to show the sensitivity of the model's results to changes in the price elasticity
of demand.

Finally, the model uses an input value for the wage elasticity of labor supply.
The appropriate concept to be used here is a long-run labor supply elasticity
rather than a short-run labor supply elasticity. Th. long-run elasticity
is appropriate because the introduction of SFAS 106 represents a permanent change
in the cost of labor for firma offering post-retirement h.alth benefits covered
by SFAS 106. Furth.rmore, the model is set up to focus on the long-run
equllibriwa after all adjusaaents have taken place. The importance of the
distinction beeve.n long-run and short-run labor supply elasticities is that
long-run labor supply elasticities tend to b.....ll.r than ahort-run labor supply
elasticities. Inde.d, the long-run labor supply .lasticity is probably even
slightly n.gativ.. Howev.r. to guard agaiNit under.tating the illpact on GNP- PI
of the introduction of SFAS 106, the ba••lin. calculation us•• a value of 0.0 for
the labor supply elasticity, which probably slightly ov.rstat•• the true value
of this elasticity. Th•••Nlitivity analy.i••xplores the influence of this
parameter on the 1I0del'. re.ults by examining labor supply elasticities of 0.1,
0.2, and 0.3 in addition to the baseline value of 0.0.

4 See. for MicbIIl ParitiD. Em"",,"g. AMi..W.., PubIiIbiq. 1993, Secoad Editioa. Table
5.3 c.a 109~ price elllticitiel of cIenwnd for 20 iDduIIriII iD Uaited StateI. ".eluticiti. rlDie
from 0.32 for 00II to 1.52 for ...... Twelve of tbe elllticita. are tbsD 1.0 IDd eilb1 are IUief

tbm 1.0. ". ..... price llallic:ity iD die table is 0.9.
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The table below summarizes the different values of each of the six input:
parameters to the macroeconomic model:

Range of Values
for Sensitivity Analysis

Best Estimate
Values

Direct impact of SFAS 106
on labor cost in sector 2: 2.0\, 3.0\, 4.5\ 2.5%

Labor share in total cost, sector 1: s 0.50, 0.64, 0.78 0.64

Labor share in total cost, sector 2: s 0.50, 0.64, 0.78 0.64

Fraction of labor employed in sector 2: 0.24, 0.32, 0.40 0.32

Price elasticity of demand: 1. 5, 3.0 1.0

Labor supply elasticity: 0.0, 0.1, 0.2, 0.3 0.0

The total number of .possible combinatio~ of parameter value. in the se~itivity

analysis is found by multiplying the number of valu•• of each parameter. This
multiplication (3 x 3 x 3 x 3 x 2 x 4) yields 648 combinations of values. The
current sensitivity analysis examines All of th••e combinatio~.

5 See FOOCDOCe 3 011 pqe 11.
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